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The Mexican Treasury expects to see a substantial decline in revenues this year because of a
decision by the country's highest court (Suprema Corte de Justicia de la Nacion, SCJN), which ruled
that the government's special tax on salaries (Impuesto Sustitutivo del Credito al Salario, ISCAS)
was unconstitutional. The ISCAS, which went into effect in 2002, was part of the limited tax reforms
approved by Congress in 2001 (see SourceMex, 2002-01-09).
The SCJN ruled that the ISCAS violates Article 31 of the Mexican Constitution because it is not
applied equitably. The court based its ruling on more than 640 complaints filed during 2002. Among
those filing complaints were the Mexico City government and a number of corporations like CIMEX,
Hylsa, Toshiba, Ralston Purina, and the Mexico City-based Hospital ABC. The ruling means that the
federal government's tax revenues will be reduced by at least 1.82 billion pesos (US$174 million) out
of the 1.62 trillion pesos (US$155.4 billion) in total income anticipated for 2003.
In addition, the government will be forced to refund at least 450 million pesos (US$43.1 million) in
taxes that were already collected. The loss in ISCAS collections is balanced partially by higher-thanexpected oil revenues. Some projections indicate the Mexican Treasury could receive an additional
US$1.2 million daily if oil prices average close to US$28 per barrel this year (see SourceMex,
2003-01-22).
This was the second adverse ruling against a tax that was approved as part of the limited fiscal
reform passed in 2001. In November of last year, the SCJN ruled that a luxury tax approved by
Congress was unconstitutional. The court ruling did not question the merit of that tax, but the
manner in which it was approved in the Senate.
In a separate decision on another tax related to the 2001 reform, the high court also ruled in July 2002
that President Vicente Fox had violated the Constitution when he suspended a tax established by
Congress on products containing high- fructose corn syrup (see SourceMex, 2002-07-17).

Business community pleased by court decision
As expected, the ISCAS ruling was well-received in the business community. "This is an
extraordinary ruling," said Leon Halkin, president of the Confederacion de Camaras Industriales
(CONCAMIN). He said the decision would result in greater productivity for Mexican businesses.
The Consejo Nacional de la Industria Mexicana de Exportacion (CNIME) said the ISCAS was having
a profound negative effect on the maquiladora sector. "The court ruling eliminates a disincentive
for new investments in the maquiladora sector," the CNIME said. The ruling only affects the
3,000 companies that had filed legal appeals. Legislators from the former governing Partido
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Revolucionario Institucional (PRI) and the center-left Partido de la Revolucion Democratica (PRD)
said they will introduce a legislative initiative that would apply the law to all affected businesses.
"We have to seek changes in the law so that those businesses that did not file a legal appeal can also
benefit from the SCJN ruling," said PRD Deputy Jose Antonio Magallanes.
The government had little comment on the ISCAS decision other than to call for more
comprehensive changes to Mexico's tax code, including a revision of the value-added tax (impuesto
al valor agregado, IVA). Legislators from the PRD and a majority of PRI members have blocked
any increases in the IVA as a regressive measure (see SourceMex, 2001-04-04, 2002-01-09 and
2002-11-13).
"This does not mean that the government will necessarily submit a new tax-reform initiative in the
next session of Congress," said Secretaria de Hacienda y Credito Publico (SHCP) spokesperson Raul
Martinez Ostos. He said the administration would like all parties affected by tax reforms to begin
developing alternatives and proposals.

Government, Congress urged to seek comprehensive tax reform
Officials at the Banco de Mexico (central bank) said the Fox administration could begin to make
needed changes to the tax structure without actual legislative reforms. As an example, the central
bank said the government could greatly increase tax revenues by eliminating many IVA exemptions.
"An IVA structure that contains the least number of exemptions would help boost tax revenues
and strengthen the finances of the public sector," the Banco de Mexico said in a report to Finance
Secretary Francisco Gil Diaz in early May.
One proposal suggested by organizations representing established businesses is for the government
to begin charging taxes on the informal economy, especially larger operations that rely on street
sales for their revenues.
A recent report published by the government's statistics agency (Instituto Nacional de Estadisticas,
Geografia e Informatica, INEGI) said the informal economy generates about 12.2% of the country's
GDP and as a whole records earnings that are 25% higher than those in the formal economy. The
INEGI statistics may be skewed by a few large operations, since a growing number of Mexicans have
joined the informal economy because of a weak economy.
The latest SHCP report contained mixed news for the Mexican economy during the first quarter of
the year. The ministry reported a GDP growth of 2.3% in January-March relative to the same period
in 2002. Economic activity, however, contracted by 0.49% in January- March on a seasonally adjusted
basis relative to the last quarter of 2002, the SHCP said. The weak economy, in turn, resulted in the
loss of 50,000 jobs during the first five months of this year, the Camara Nacional de la Industria de
Transformacion (CANACINTRA) reported in early May.
A growing number of those who lost their jobs have either accepted part-time jobs or have joined
the informal economy. The ranks of the underemployed or self-employed have swelled to about
10.65 million Mexicans, said INEGI. The private organization Consultores Internacionales said this
trend is not healthy for the Mexican economy. "This is a signal of a lack of justice and opportunities
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in society," said the organization. It said street vendors also compete unfairly with established
businesses because of their lower operating costs. [Note: Peso-dollar conversions in this article
are based on the Interbank rate in effect on May 28, reported at 10.42 pesos per US$1.00] (Sources:
Agencia de Noticias Proceso, 05/14/03; El Sol de Mexico, 05/15/03; The New York Times, 05/16/03;
Reforma, 02/05/03, 05/14/03, 05/19/03; Epoca, 05/19/03; La Jornada, 02/05/03, 05/15/03, 05/16/03,
05/19/03, 05/23/03; El Universal, 05/15/03, 05/22/03, 05/23/03; La Cronica de Hoy, 05/19/03, 05/23/03;
Milenio Diario, 02/14/03, 05/15/03, 05/19/03, 05/27/03)
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